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Abstract 
A key developmental task in young adulthood is acquiring financial capability (Serido, 
Shim, & Tang, 2013), meaning competent financial management skills and the 
responsibilities that these involve. This study extends previous research on the theoretical 
model of the development of financial capability, including financial confidence (or 
financial self-efficacy) and financial behavior as factors contributing to subjective and 
financial well-being. It is part of the Finnish Educational Transitions Studies (FinEdu) 
longitudinal research project. Participants were 418 young adults aged 24-25 at Time 1 and 
26-27 at Time 2. Path and mediation models and Structural Equation Modeling following a 
modified theoretical model of financial capability were estimated. The results support the 
theoretical model of financial capability among young adults in Finland. The study 
complements previous research by investigating the associations between subjective 
financial situation and financial capability and their respective mediation effects over time.  
 
Keywords: financial situation, subjective well-being, young adult, financial capability, 
longitudinal study 
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Global economic upheavals since the late 2000s have created unfavorable prospects and 
prolonged financial dependency for many young adults (Lee & Mortimer, 2009). 
Furthermore, financial difficulties may challenge life management and impair self-
confidence (Cunnien, MartinRogers, & Mortimer, 2009). Yet, gaining financial 
independence and economic security form a core psychological developmental task in 
young adulthood (Arnett, 2000; Hellevik & Settersten, 2012). One of the key 
developmental milestones of the transition to adulthood is the acquisition of financial 
independence, which brings increased responsibility for and control over one’s personal life 
and requires competent life management skills (Shim, Xiao, Barber, & Lyons, 2009; Shim, 
Barber, Card, Xiao, & Serido, 2010). Life management in the financial domain can be 
understood from the novel theoretical perspective of youth financial capability as a 
developmental model for understanding the process of acquiring the financial knowledge 
and behaviors needed to manage adult social roles and responsibilities (Serido, Shim, & 
Tang, 2013).  
With the increasing need for effective financial decision-making occasioned by the 
multiple financial problems facing many consumers today, measuring individuals’ financial 
literacy or financial knowledge has become important, yet received little attention in 
previous studies (Huston, 2010). Financial literacy or financial knowledge have also 
typically been studied using various indicators and to model outcomes in financial behavior 
instead of being studied objectively (Huston, 2010). Many studies have also reported that a 
poor financial situation is related to a low level of life satisfaction or subjective well-being 
(Cummins, 2000; Diener & Biswas-Diener, 2002; Jorgensen, Jamieson, & Martin, 2010). 
However, very little attention has been paid to how young adults gain the confidence 
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required for financial life management or to their subjective perceptions based on 
subjective experiences, despite the high psychological value of gaining financial 
independence (Lee & Mortimer, 2009). In fact, recent definitions of financial literacy 
highlight that individuals do not only need the necessary objective knowledge for financial 
decision-making and behavior but also the “ability and confidence” to apply that 
knowledge (Asaad, 2015; Serido et al., 2013). Furthermore, the differences in the 
developmental contexts of youth have not been properly acknowledged in terms of the 
development of financial life management in young adulthood. Research is also lacking on 
how economic conditions affect well-being through financial management. In sum, life 
course theorists have suggested that research on individual development should take the 
differences in the multiple levels of context into account, from the sociohistorical macro-
level context with its institutionalized trajectories and societal structures and conditions, to 
the individual micro-level including subjective experiences of developmental processes 
(Elder, 1998; Mayer, 2003).    
In response, this two-wave longitudinal study focuses on the financial situation of 
young adults in the midst of societal financial uncertainty due to the global economic 
downturn. More specifically, we investigated the applicability of the theoretical model of 
financial capability as a developmental process among the young adult population in 
Finland. We specify three dimensions of financial capability for young adults seeking to 
manage their social roles and responsibilities: financial confidence (or financial self-
efficacy), financial behavior and subjective and financial well-being (Joo & Grable, 2004; 
Serido et al., 2013). Although financial knowledge, both objective and subjective, is the 
starting point in the development of financial capability according to its theoretical model 
4 
 
(Serido et al., 2013), multiple studies have found that subjective financial knowledge is 
more strongly associated with young adults’ behavioral outcomes in comparison with 
objective financial knowledge (see e.g., Seay & Robb, 2013; Xiao, Serido & Shim, 2011). 
These findings support the use of a subjective measure, financial confidence, defined also 
as self-assessed or perceived financial knowledge (Asaad, 2015). Therefore, the present 
study acknowledges the importance of financial confidence and in line with the financial 
capability theoretical model, uses financial confidence (or financial self-efficacy) which is 
one of the three factors of financial self-beliefs. It has also been defined as belief, self-
reliance and confidence in one’s economic behavior (Lee & Mortimer, 2009). Self-beliefs 
are formed through understanding financial concepts that are related to the financial ability 
to cope with everyday financial demands. In addition to financial confidence (or financial 
self-efficacy), self-beliefs also include financial attitudes informed by responsible financial 
practices and perceived behavioral control or belief that one’s behavior will lead to an 
expected outcome based on past experiences and expected barriers (Serido et al., 2013; 
Shim et al., 2009).  
Financial capability theorizing states that differences in financial confidence (or 
financial self-efficacy) may influence financial behavior, which in turn affects subjective 
and financial well-being. Furthermore, in order to account for the individual-level 
differences in developmental contexts, we supplemented this model with longitudinal 
information on young adults’ subjective financial situation to consider how subjective 
financial situation impacts the process of financial capability development over time while 
gaining self-sufficiency in the transition to adulthood.   
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Gaining financial independence in the Finnish context 
Finland offers an intriguing context for research on young adults’ financial life 
management and the transition to financial independence. Steady growth in young people’s 
incomes in the past three decades was interrupted by the early 1990s recession which 
severely hit young adults moving out of their childhood home (Lintonen, Wilska, 
Koivusilta, & Konu, 2007; Wilska & Lintonen, 2016). Currently, Finland is recovering 
from yet another economic recession that began in 2008, with 2014 youth unemployment 
rates being 18% from age 15 to 24, and 9% from age 25 to 34 (Official Statistics of 
Finland, 2014). While the Nordic social-democratic welfare state provides young adults 
with equal opportunities for financial independence irrespective of family socioeconomic 
background, the effects of these recent recessions have been severe. For example, an 
economic downturn means reduced labor market opportunities for young people frequently 
working alongside studying, increased youth unemployment rates and structural changes in 
working life. Moreover, in relatively wealthy countries such as Finland, the effects could be 
beyond monetary ones such as income and employment. A recession may also have a 
negative impact on subjective well-being, inducing increased feelings of insecurity and 
stress (UNICEF Office of Research, 2014). 
 Students in Finland receive state financial support in the form of study grants, 
housing benefits and state-guaranteed study loans. Loans aside, these are benefits that do 
not need to be repaid. Living costs are high, however. Young adults perceive their financial 
situation as challenging with 61% reporting difficulties in making ends meet (Ministry of 
Education and Culture, 2014). Finnish youth make the transition to financial independence 
at a fairly young age, moving out of their childhood home at approximately age 20, men 
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being slightly older (Choroszewicz & Wolff, 2010). The Finnish educational pathway 
includes three years of upper secondary education (vocational and/or general academic 
track) and at age 19 students apply for entry to higher tertiary-level education at universities 
and polytechnics and/or seek employment (Finnish National Board of Education, 2012). 
This higher education application period is characterized by demanding entrance 
examinations and stiff competition for limited places. If unsuccessful, the transition is 
prolonged to not only further education with often multiple gap years, but to adulthood in 
general. This has led to the societal problem of Finnish higher educational graduates not 
entering the labor market until ages 25 to 29, later than elsewhere in Europe (Ministry of 
Education and Culture, 2010).   
 In sum, it is crucial to consider the Finnish societal setting, with early financial 
independence and self-sufficiency during the economic recession, high costs of living, and 
expectations of the welfare state to provide financial support. We aim to extend present 
knowledge on youth financial capability by applying the model in this setting. In this 
respect, revising the model with the novel addition of young adults’ subjective financial 
situation is also supported.   
 
Literature review on the components of youth financial capability 
Financial capability has been defined as “multiple aspects of knowledge and behavior 
related to how individuals manage resources and make financial decisions” (FINRA, 2009, 
p. 5; Serido et al., 2013, p. 287). It can be investigated both from an objective approach and 
from a subjective approach. In the objective approach, financial capability is defined based 
on available household financial resources, and in the subjective approach, on personal 
7 
 
perceptions of managing the household economy (Leskinen & Raijas, 2006). According to 
Atkinson and colleagues, financial capability includes knowledge, understanding, skills, 
and responsibilities in four areas: 1) day-to-day money management, 2) planning ahead, 3) 
choosing products, and 4) staying informed (2006; see also Leskinen & Raijas, 2006). In 
addition to developing and understanding financial knowledge and skills, financial 
capability includes “gaining access to financial instruments, institutions and services” 
(Johnson & Sherraden, 2007). This perspective is based on the theorizing on capability of 
Sen (1993) and Nussbaum (2002), incorporating notions of freedom and opportunities to 
lead one’s life as desired within the parameters set by the external environment and one’s 
internal capabilities, and so contributing to well-being (Johnson & Sherraden, 2007).   
It is generally known that financial literacy is important for financial behavior and 
decision-making (Lusardi, Mitchell, & Curto, 2010). The accumulation of financial literacy 
or financial capability is a dynamic and complex process, as it evolves and develops over 
time through education and experiences (Huston, 2010; Serido et al., 2013). Financial 
literacy is formed through knowledge about financial concepts and products along with the 
understanding, self-confidence and effective application of personal finance-related 
information (Huston, 2010).  More specifically, financial knowledge can be either 
objective, including managing information concerning income, wealth, loans, savings and 
investments and the macro-economy, or as in the present study, subjective, meaning 
personal evaluation of one’s financial management (Shim et al., 2010).  Overall, financial 
capability requires not only this knowledge, but also the ability to apply that knowledge and 
act accordingly (Asaad, 2015; Dixon, 2006). This ability is based on the use of self-beliefs, 
a self-regulating mechanism combining previous knowledge and new experiences. In line 
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with Bandura’s (1977; 1989) Social Cognitive Theory, Serido and colleagues regard these 
self-beliefs with three factors: financial attitudes, perceived behavioral control and, as in the 
present study, financial self-efficacy, defined as belief in being capable of performing a 
particular (financial) behavior.  
In sum, financial behavior “emerges through an interaction between individual 
agency (e.g., abilities) and the environment (e.g., opportunities)” (Serido et al., 2013, p. 
288). Financial behavior is also directly linked with well-being (Serido et al., 2013). 
Research has long acknowledged the link between subjective well-being and material 
resources, such as income (Luhmann, Schimmack, & Eid, 2011). Well-being can be studied 
through, for example, domain-specific factors such as the individual’s financial situation, or 
general well-being (e.g., life satisfaction) (Diener, Emmons, Larsen, & Griffin, 1985; Shim 
et al., 2010). Financial well-being or financial satisfaction, defined as satisfaction with life 
management and the financial resources available, and having a low level of debt, is 
influenced by personal characteristics, financial behaviors, and life events, such as 
experiencing financial distress (Joo & Grable, 2004; Kim, Garman, & Sorhaindo, 2003). 
Among the micro-level factors of personal characteristics, the most important are age, 
gender, household type, place of residence, and the family’s socio-economic status, 
including income and level of education (Gutter & Copur, 2011; Joo & Grable, 2004; 
Wilska & Lintonen, 2016).  
With the current understanding on the strong link between financial situation and 
well-being and the present societal economic turbulence, it is justifiable to include young 
adults’ subjective perception of their current income level to investigate not only financial 
well-being, but also whether, and, if so in what ways, subjective financial situation and the 
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other components of financial capability are related. Young adults have often been 
identified as economically vulnerable due to their irregular income levels and changing life 
situations, including the transition from the childhood home to independent living, and 
transitions between educational levels and the labor market, and increasingly so in the 
current instable macroeconomic climate (Conger, Conger, & Martin, 2010). This 
vulnerability may also be due to incompetent decision-making and lack of sufficient skills 
and knowledge (Morgan, Schuler, & Stoltman, 1995; Smith & Cooper-Martin, 1997). Life 
changes may be associated with uncertainty and pessimistic future plans, along with 
increasing financial responsibilities (Arnett, 2004). At a general level, instability in the 
transition to adulthood can lead to low life satisfaction (Danzinger & Ratner, 2010; 
Heckhausen, 1999; Luyckx, De Witte, & Goossens, 2011). Perceived financial challenges 
and an economic recession have also been seen to negatively affect well-being and reduce 
youth adjustment and sense of control or mastery, in other words, confidence in the ability 
to influence future outcomes in life (Conger, Conger, Matthews, & Elder, 1999; Elder & 
Caspi, 1988). 
In conclusion, as the array of financial needs, resources and responsibilities vary at 
different life stages, economic theories have also emphasized that the financial capability 
needed for making informed decisions cannot be seen as a stable characteristic. Income and 
consumption levels differ, as do present-day economic environments. Inevitably, the 
significance of money in everyday life also changes with age. In the teenage years, money 
is a resource for emancipation and identity construction, whereas in the transition to 
adulthood it is accompanied with economic independence and societal integration (Cunnien 
et al., 2009; Sherraden, Johnson, Guo, & Elliott, 2011; Wilska & Lintonen, 2016). The 
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financial habits that form during the transition to adulthood are likely to persist throughout 
adulthood (Shim et al., 2010), and hence optimal financial behavior adopted in adolescence 
and young adulthood, such as saving habits, may transfer into adulthood (Ashby, Schoon, 
& Webley, 2011; Friedline, Elliott, & Nam, 2011). 
   
The present study 
Within financial capability attainment, young adults prepare for complex life decisions, 
“facilitating a positive transition to adulthood during widespread economic uncertainty” 
(Serido et al., 2013, p. 287). Therefore, the diverse and demanding transitions that take 
place in young adulthood may have a profound effect on well-being, especially the 
transitions related to career development, which are often marked by an irregular and 
uncertain income and the transition to independent living (Cowan, 1991). Studies on young 
adults’ psychological development, however, have not often taken the financial domain into 
account, albeit that young adults have the opportunity and the desire to acquire financial 
management skills and habits (Shim et al., 2009). Moreover, only a few studies have 
investigated the relatively new concept of young adults’ financial capability (Serido et al., 
2013).  
 To contribute to filling this gap, the present study investigated the applicability of 
the hypothesized theoretical financial capability model among Finnish young adults (Figure 
1). The aim is to examine how economic conditions and experiences affect subjective well-
being in the critical young adulthood stage of the life course. However, this study extends 
the previous research by using the components of financial capability, including subjective 
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well-being, financial confidence (or financial self-efficacy), financial behavior and 
financial well-being, as a predictive model with latent variables rather than a correlated 
change model used in the followed study. It is, however, assumed that the determinants of 
financial capability from a developmental perspective are similar (Hypothesis 1, H1) 
(Serido et al., 2013).  
 
Insert Figure 1. here. 
 
 As young adults in Finland are financially independent at an early stage in contrast 
to their peers in many countries, such as the United States where college students are 
heavily financially influenced by their parents (Shim et al., 2009; 2010), it is assumed that 
the financial capability strategies adopted by young adults in Finland are at a high level. It 
is also assumed that positive development of co-occurring patterns of financial confidence 
(or financial self-efficacy) and financial behavior increase these young adults’ financial and 
subjective well-being (Hypothesis 2, H2) (Gutter & Copur, 2011; Otto, 2013).  
Financial satisfaction has received little attention in empirical research, at least as a 
conceptual framework inclusive of its multidimensional factors (Joo & Grable, 2004). In 
this study, in addition to individual factors, subjective perceptions of the personal financial 
situation are included to depict the long-term resources young adults need for embarking on 
a developmental path towards sustainable financial and subjective well-being (Hypothesis 
3, H3). This is also justified by the early transition to financial independence among the 
Finnish young adult population, as mentioned above. Furthermore, as an addition to the 
research literature, we investigated whether the data reveal potential indirect effects related 
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to the modified theoretical model of financial capability. We expected the relations between 
young adults’ subjective financial situation at age 24-25 (T1) and their financial well-being 
and subjective well-being at age 26-27 (T2) to be mediated by the other components of 
financial capability, namely their financial confidence (or financial self-efficacy) and 
financial behavior (Hypothesis 4, H4).  
 
Method 
Respondents 
Participants were drawn from the ongoing longitudinal “Finnish Educational Transitions 
Studies (FinEdu)” research project, mainly funded by the Academy of Finland. The present 
study uses data collected from young adults with a general upper secondary school 
background in 2011 (T1, age 24-25, N = 497) and in 2013-2014 (T2, age 26-27, N = 528). 
Participants who reported data at both time points were included in the final sample (N = 
415); the majority were female (69%). Practically all participants had Finnish as their 
mother tongue (99.5%). Parental socioeconomic status (SES) was measured based on 
participants’ reports of their father’s and mother’s occupation and coded according to the 
Statistics Finland categorization (1989). The parental SES distribution was: (1) Self-
employed: 5% fathers, 2% mothers; (2) Blue-collar occupations (e.g., construction workers, 
mechanics): 24% fathers, 10% mothers; (3) Lower white-collar occupations (e.g., 
secretaries, salespersons, nurses): 13% fathers, 41% mothers; and (4) Higher white-collar 
occupations (e.g., physicians, teachers, lawyers, managers): 28% fathers, 25% mothers. Of 
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fathers 31% and of mothers 25% were either not in employment (students, retired, or 
unemployed; i.e., those with a low income) or their occupation was unknown.  
 
Study design 
The FinEdu research project began in 2004 with data collections aimed at all second-year 
general upper secondary school (i.e., academic track) students resident in one middle-sized 
city in central Finland. The present study utilizes data collected in spring 2011 (T1) and 
from late autumn 2013 to spring 2014 (T2), and thus the data collections were separated by 
an interval of 2,5 years. In both data collections, participants were given self-report paper 
questionnaires to be returned by mail, although the cover letter also offered the option of 
participating online. In T1, 712 participants were contacted and after considerable effort, 
including a series of postcards, emails, text messages and telephone reminders as well as 
short telephone interviews implemented over a two-month period, 497 questionnaires, 
accounting for 70% of the total sample, were returned. Participation was motivated with a 
gift voucher and by raffles of gift certificates. At T2, 711 participants were contacted and 
after similar reminders, 528 questionnaires, accounting for 74% of all subjects, were 
returned.  
 The FinEdu research project follows general ethical guidelines. Participants signed 
an informed consent and could withdraw their participation at any time. For the study 
variables of subjective well-being and subjective financial situation, attrition was analyzed 
by comparing participants who took part in the study at both measurement points with 
those for whom data were missing at either measurement point. No significant differences 
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were observed between participants who took part in the data collection at both time points 
and those who took part at only one time point either in subjective well-being at T1 (t(483) 
= .43, p=ns) or T2 (t(491) = 1.91, p=ns) or subjective financial situation at T1 (t(485) = 
1.12, p=ns) or T2 (t(523) = -.75, p=ns). 
 
Measures 
Financial confidence (or financial self-efficacy). Financial confidence (or financial self-
efficacy) was measured at T2 in a straightforward manner using a single item (similar as to 
Serido et al., 2013): “How capable do you feel you are in handling financial matters?” 
Responses were based on a 5-point Likert-type scale ranging from 1 (not at all) to 5 (very 
capable).  
Financial behavior. Financial behavior was measured at T2 with five items, as in Shim et 
al. (2010) and Serido et al. (2013). Participants were asked to estimate how often they carry 
out certain money-related tasks and engage in positive financial behaviors, such as tracking 
monthly expenses, spending within a budget, and saving money each month for the future. 
Responses were based on a 5-point Likert-type scale ranging from 1 (never) to 5 (very 
often). The Cronbach’s alpha coefficient was .72.  
Financial well-being. Financial well-being was measured at T2 using three items, as in 
Shim et al. (2010; adopted from Shim et al., 2009), with responses rated on a 5-point 
Likert-type scale ranging from 1 (strongly disagree) to 5 (strongly agree). Participants were 
asked to indicate the extent to which they agreed or disagreed with each statement: “I am 
satisfied with the way I pay my bills”, “I have difficulty paying for things”, and “I am 
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constantly worried about money”. The two last items were reverse-coded. The Cronbach’s 
alpha coefficient was .74. 
Subjective financial situation. Participants’ perception of their subjective financial 
situation was assessed at T1 and T2 with the question “Do you think your income covers 
your expenses at the moment?” Responses were based on a 5-point Likert-type scale 
ranging from 1 (poorly) to 5 (extremely well). Similar single-item measures have been used 
in previous studies to assess financial satisfaction, though consensus on whether to use 
single or multiple items is still lacking (Joo & Grable, 2004).  
Subjective well-being. Subjective well-being was assessed at T1 and T2 with the global 
“Satisfaction With Life Scale” (SWLS; Diener et al., 1985; Serido et al., 2013). Responses 
to five items such as “In most ways, my life is close to my ideal” were rated on a 7-point 
Likert-type scale ranging from 1 (strongly disagree) to 7 (strongly agree). The Cronbach’s 
alpha coefficients were .88 (T1) and .93 (T2). 
Parental SES (i.e., father’s and mother’s occupation). Parental SES was used as a 
control variable in the study and coded as described above.  
 
Data analysis 
The hypotheses were set and the longitudinal data collection planned to address the 
theoretical model of youth financial capability. Only participants who took part in both the 
Time 1 and Time 2 data collections were included in this study. The longitudinal data were 
analyzed with IBM SPSS Statistics 22 and Mplus 8 statistical programs (Muthén & 
Muthén, 1998–2017). Following the theoretical model of financial capability and to test the 
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hypotheses, the analyses consisted of Structural Equation Modeling and path models with 
manifest and latent variables. The model fit of the measurement model was estimated first, 
and the path model with the mediating effects thereafter. The mediation model was tested 
with a half-longitudinal design (Little, 2013), with the mediation effects of financial 
confidence (or financial self-efficacy) and financial behavior tested simultaneously between 
subjective financial situation at T1 and subjective and financial well-being at T2 using the 
Bayes corrected bootstrap procedure in the final modified model in Mplus (Cole & 
Maxwell, 2003; Muthén & Muthén, 1998–2017). This “multiple-mediator model” provides 
accurate information on mediating processes with multiple mediators (MacKinnon, 
Fairchild, & Fritz, 2007). In this study, determining the longitudinal mediation effect of the 
two components of the theoretical model of financial capability from subjective financial 
situation to subjective and financial well-being was justified, as this allows testing for the 
theoretical model of financial capability.  
 Missing data were assumed to be missing-at-random (MAR), meaning that the 
available data was used to estimate the model using the full information maximum 
likelihood estimation (ML). Attrition analyses for the key study variables were conducted.  
 
 
Results 
Descriptive results 
Table 1 shows the bivariate Pearson correlation matrix, means (M) and standard deviations 
(SD) for the study variables. These descriptive results showed a statistically significant 
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decrease in subjective well-being over time (F(1, 400) = 43.04, p < .001), but no 
statistically significant change in financial situation (F(1, 412) = 2.21, p = ns). The 
bivariate correlations imply that subjective financial situation, financial well-being and 
subjective well-being are correlated. The other associations were significant, except that 
between subjective well-being at T1 and financial confidence (or financial self-efficacy) at 
T2. 
Insert Table 1. here. 
 
Measurement model with validity and common method variance testing  
First, the fit of the measurement model of the latent constructs of subjective well-being, 
financial behavior and financial well-being was estimated. The standardized loadings of the 
five items forming the subjective well-being factor were 0.89, 0.83, 0.90, 0.69 and 0.65 at 
T1 and 0.93, 0.89, 0.92, 0.79 and 0.73 at T2. The standardized loadings of the five items 
forming the financial behavior factor were 0.33, 0.37, 0.45, 0.82 and 0.82 and for the three 
items forming the financial well-being factor 0.76, 0.58 and 0.80. Due to the low loadings 
of the financial behavior items, the model was adjusted by following the modification 
indices to allow error terms of the financial behavior items to correlate. Thereafter, the 
standardized loadings of the five items forming the financial behavior factor were 0.37, 
0.44, 0.54, 0.66 and 0.67 and the fit of the model was χ2  = 480.01(125), p = 0.000; CFI = 
.92; TLI = .90; RMSEA = .083 (90% CI = .08; .091); SRMR = .06, indicating satisfactory 
model fit. 
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 Convergent and discriminant validity of the latent factors were tested using the 
Average Variance Extracted (AVE) approach within Confirmatory Factor Analysis (Hair, 
Black, Babin, Anderson & Tatham, 2006) and supported apart from the financial behaviour 
factor. The AVE of the subjective well-being factor was 0.63 at T1 and 0.73 at T2, for 
financial behaviour 0.30, and for financial well-being 0.51, indicating adequate 
convergence for the subjective well-being and financial well-being latent constructs, with 
the criterion of 0.5 or higher (Hair et al., 2006). Support for discriminant validity of the 
constructs was examined with the Fornell and Larcker (1981) technique, with AVE 
estimates for subjective well-being and financial well-being being greater than the squared 
correlations with other constructs in the model (Hair et al., 2006). Furthermore, the 
estimated factor loadings for subjective well-being and financial well-being were the 
expected 0.5 or higher (Kline, 2011). Finally, a test for common method bias was 
conducted with the single-common-method-factor-approach to control for the effects of an 
unmeasured latent methods factor (Podsakoff, MacKenzie, Lee & Podsakoff, 2003). This 
widely used approach estimates method biases at the measurement level and controls for 
measurement error. The standardized coefficients in the common factor were not 
statistically significant in eight out of eighteen items, thus stating insignificant common 
method bias.  
  
Mediation model of financial confidence (or financial self-efficacy) and financial 
behavior between subjective financial situation and financial and subjective well-
being  
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The significant correlations between variables shown in Table 1 provided justification for 
testing possible mediating effects. Owing to the modification indices, the insignificant 
paths from financial confidence (or financial self-efficacy) to financial well-being and 
subjective financial situation at T2 were omitted from the model, as well as from subjective 
financial situation at T1 to financial behavior.  The model fitted the data well (χ2  = 
461.10(173), p = 0.000; CFI = .94; TLI = .93; RMSEA = .063 (90% CI = .06; .070); SRMR 
= .06) and is presented in Figure 2. Parental SES was controlled for to allow explanation of 
each of the dependent variables separately. The analyses yielded a similar fit to that without 
SES (χ2 = 524.97(173), p = 0.000; CFI = .92; TLI = .88; RMSEA = .072 (90% CI = .07; 
.08); SRMR = .06) and did not indicate any statistically significant results for the effect on 
the study variables of SES, except mothers’ higher SES positively on financial confidence 
(or financial self-efficacy) and subjective financial situation at T1 (p<0.001). Furthermore, 
the standardized coefficients of the model remained similar (differences in statistically 
significant coefficients were <0.10).  
Insert Figure 2. here. 
The results showed significant paths from financial confidence (or financial self-efficacy) 
to financial behavior and to financial and subjective well-being (H1 and H2), thereby 
supporting the hypothesized theoretical model of financial capability. Statistically 
significant paths from subjective financial situation at age 24-25 to financial confidence (or 
financial self-efficacy) and financial well-being at age 26-27 were also found, and 
subjective financial situation and subjective well-being were inter-correlated in the cross-
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sectional data (H3). However, subjective well-being at age 24-25 was not associated with 
the components of financial capability at age 26-27.  
Financial confidence (or financial self-efficacy) and financial behavior mediated 
subjective financial situation at age 24-25 and subjective well-being at age 26-27 (H4), 
thereby supporting the hypothesized mediation model. The indirect effect of subjective 
financial situation on financial well-being mediated by financial confidence (or financial 
self-efficacy) and financial behavior together was significant (β = -0.04 (p < .001, lower 
2.5% CI = -.07 - -.02). The indirect effect on subjective well-being was also significant (β = 
-0.03 (p < .05, lower 2.5% CI = -.06 - -.01). In sum, both of these components of the 
theoretical model of financial capability, together, mediated the longitudinal relationship 
between subjective financial situation and financial well-being and subjective well-being.   
   
 
Discussion 
This study investigated the financial situation and the novel theoretical framework of 
financial capability among a young adult population in Finland with longitudinal survey 
data. The support found in this study for hypotheses H1 and H2 highlights the applicability 
of the theoretical model of financial capability to this Finnish young adult age group. The 
importance of subjectively evaluated financial situation for financial capability, supporting 
H3, is also a significant result and an important contribution to the literature. Interestingly, 
subjective financial situation at age 24-25 was associated with financial confidence (or 
financial self-efficacy) two years later at age 26-27. Subjective well-being was not 
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associated longitudinally with financial confidence (or financial self-efficacy) or with the 
other components of financial capability. Finally, the theoretical model of financial 
capability was also supported by the tested mediation model which showed indirect effects 
of subjective financial situation at age 24-25 on financial and subjective well-being at age 
26-27 through the two mediators of financial confidence (or financial self-efficacy) and 
financial behavior (H4). However, young adults’ subjective financial situation did not have 
a direct effect on their financial behavior, providing support for the significance of financial 
confidence (or financial self-efficacy) beyond only financial circumstances, and thus the 
applicability of the financial capability model in general. 
This study contributes to addressing the call for research on youth financial 
capability in diverse sociohistorical contexts (Serido et al., 2013). Despite the ongoing 
economic turbulence, social and economic policies may reduce the negative impact that 
economic uncertainty can have on the financial situation of young adults (Blossfeld et al., 
2005). For example, in societies with a strong public sector and welfare programs, such as 
Finland, fundamental rights to public services and support are already in place.  
The results of this study also highlight the increasing need for research not only on 
socioeconomic circumstances but also on the individual’s resources (i.e., subjective view of 
one’s personal financial situation) as well as personal experiences of financial capability, 
both being important for young adults’ well-being. Given the persistence of societal 
financial uncertainty and the increasing financial problems facing young people, it is 
crucial to identify the factors that contribute to financial capability in this age group as 
critical for positive youth development.  
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Practical implications 
Several studies have shown that, in general, young people’s financial capability is at a 
rather low level (Atkinson et al., 2006; Lusardi et al., 2010). Recent trends are likely to 
make the need for financial literacy skills even more important in the future. For example, 
future generations are likely to face more challenging financial choices, given the growing 
diversity in the range of financial products offered to consumers. Financial education will 
therefore play a key role in enabling people to understand complicated products and 
services and protecting from financial abuse. Future generations are likely to bear even 
more financial risks during their lives as welfare services decline and economic and job 
prospects remain uncertain. Growing wealth and income inequality will put socio-
economically disadvantaged groups at a further disadvantage, rendering financial literacy 
more important than ever. Providing youth with financial education is a 21st century 
requirement. This is further underlined by the growing need for ethics in financial issues 
occasioned by the recent financial crisis. 
Public concern about the low financial capability of young people is partially related 
to shrinking support systems and concomitant increased individual responsibility (OECD, 
2012). In response to this situation, several OECD actions have been taken to foster the 
development of financial capability, such as incorporating financial capability into the 
worldwide Programme for International Student Assessment (PISA) study (OECD, 2012). 
In the PISA study, financial literacy fortunately includes not only knowledge and 
understanding of financial concepts and skills, but also building the motivation and self-
confidence to use that knowledge and understanding of sensible decision-making in 
different finance-related situations and contexts. This enables participation in financial 
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activities and increases individual and societal financial well-being (OECD, 2012). On the 
long run, it is expected that the factors contributing to and supporting youth financial 
independence and fostering youth financial well-being are grounded in financial education 
and the childhood home. Financial capability calls for more than mere objective or even 
subjective financial knowledge, as real-world financial behavior and subjective perceptions 
of one’s personal financial situation also play an important role.  
 
Limitations and future research 
Despite the interesting findings and contribution to the literature on the theoretical model of 
financial capability, this study has the following main limitations. First, the young adults 
studied all had an upper secondary (high school) background, in other words they had all 
followed an academic track after compulsory education. Previous research (Lusardi et al., 
2010) has shown that graduation from high school is associated with higher financial 
literacy. The background of the sample also explains the high proportion of female 
participants, as it reflects the overall gender distribution of the students in Finland’s general 
upper secondary schools, where 57% are females (Statistics Finland, 2010). 
 Secondly, limitations concerning methodology need to be addressed. In the 
measurement model, convergent and discriminant validity of the financial behaviour latent 
factor was at a low level, although theoretical justifications and an improved model fit 
following the given modification indices give support for this latent factor. Furthermore, 
the limited information obtained from some of the measures constrained the extent of the 
analyses and comparability with similar studies, such as that of Serido and colleagues 
(2013). Future questionnaire studies might address these themes with a broader range of 
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items. For instance, this study did not include measures of objective or subjective financial 
knowledge, introduced as the starting points in the development of financial capability 
(Serido et al., 2013). Furthermore, the other two factors of self-beliefs, perceived 
behavioral control and financial attitude, were not included in the present study.  These 
aspects merit attention in future studies, and may also explain the unexpected finding that 
subjective financial situation did not have a direct effect on financial behavior. Further 
studies on the applicability of the financial capability model are needed, also to test 
alternative direct and indirect paths between the study variables. Furthermore, while 
financial satisfaction and perceived personal financial situation have in many studies been 
assessed appropriately with a single item, the measure used in the present study captures 
only the evaluation of income relative to expenses. A comprehensive construct with 
multiple measures should be used in following studies, in order to investigate different 
dimensions of experienced financial situation.  Finally, the study did not include 
longitudinal data on the main financial capability measures, i.e., financial confidence (or 
financial self-efficacy), financial behavior and financial well-being. Further research with 
longitudinal data to examine the development of financial capability is called for.  
Finally, the country context must be taken into consideration as Finnish youth are 
able to benefit from broad-based state financial support, a factor that clearly influences their 
financial capability in young adulthood. Therefore, generalizations of the present findings 
to non-Nordic countries can only be tentative. 
 
Conclusions 
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The present study contributes to the understanding of youth financial capability from a 
theoretical perspective as a dynamic and complex process with an emphasis on subjective 
experiences of financial confidence and personal financial situation, as well as well-being. 
The need to study this theoretical framework empirically in the human sciences is 
highlighted in the initiative taken by Serido, Shim and Tang (2013). This study builds on 
their work in the highly relevant and topical research field of youth financial capability by 
analyzing longitudinal data from a young adult sample in Finland. The economic recession, 
early transitions to financial independence and the financial support offered by the Nordic 
welfare state emphasize the importance of the Finnish societal context in terms of youth 
financial capability. In this respect, in addition to the fact that the theoretical framework of 
financial capability was supported in the present study, the addition of the assessment of 
subjective financial situation in the model of financial capability is supported. The study 
also extends previous research by demonstrating that while financial confidence does not 
directly relate to financial well-being, it is the mediating effect of financial confidence and 
financial behavior, together, from subjective financial situation to subjective and financial 
well-being, that is the novel contribution of the present longitudinal study.  
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Fig. 1. The adopted theoretical model of financial capability from Serido et al., 2013 used 
in the present study, with differentiated variables marked with a dashed line.  
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Fig. 2. N = 415. Model of financial capability with subjective financial situation and 
subjective well-being at ages 24-25 predicting financial confidence (or financial self-
efficacy), financial behavior, subjective financial situation, financial well-being and 
subjective well-being at ages 26-27. The paths and associations are presented as 
standardized estimates. Nonsignificant effects are not displayed. The 95% confidence 
interval is in brackets. 
Notes. Model fit (χ2  = 461.10(173), p = 0.000; CFI = .94; TLI = .93; RMSEA = .063 (90% 
CI = .06; .070); SRMR = .06).  
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Table 1. Scales, means, standard deviations, and correlations of the study variables. 
Note: N = 415. 1= Financial confidence (or financial self-efficacy) 
** p < .01, * p < .05. 
 
 
 
 
 
 
 
 
 
Variable 1 2 3 4 5 6 7 
1 Subjective financial situation (T1) -       
2 Subjective well-being (T1) .26** -      
3 Financial confidence1 (T2) .23** .10 -     
4 Financial behavior (T2) .18** .13** .51** -    
5 Subjective financial situation (T2) .33** .13** .30** .30** -   
6 Financial well-being (T2) .28** .12* .19** .18** .36** -  
7 Subjective well-being (T2) .19** .49** .11* .19** .26** .37** - 
Scale 1-5 1-7 1-5 1-5 1-5 1-5 1-7 
Mean 3.33 5.10 4.27 3.42 3.43 3.54 4.66 
St. dev. 1.19 1.22 .90 .96 1.21 1.13 1.32 
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